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Introduction. 


This report will provide information to Swiss businesses considering Canada as an export 
destination for food retail products. This report provides insights into the Canadian food 
retail market, consumer behavior, attitudes and perceptions toward food products and 
provides a brief regulatory overview. 


e Industry sales for food retail stores is an estimated $84 billion in 2010 and is projected 
to grow at a rate of 4.6% annually through 2014, as more Canadians choose to eat at 
home. The grocery market is highly concentrated and vertically integrated into food 
distribution, with the top five retailers accounting for 80% of total food sales. The retail 
environment is dominated by big box stores accounting for approximately 70% of food 
sales. 


e The increased importance of disease prevention through healthy diets has boosted 
demand for innovative food products with health benefits. Canadian consumer food 
preferences are shifting toward healthier, less processed foods prepared and delivered 
in an environmentally-friendly fashion and a convenient format including more natural 
and organic products. In response to growing consumer demand a growing both 
chain and independent stores, are adding organic, natural, and functional products to 
their shelves. 


e — Swiss food products that offer benefits beyond basic nutrition, such as functional 
foods, premium and specialty products with specific quality and authenticity 
characteristics differentiated from the mass-market appeal of a supermarket may have 
greater resonance with educated and affluent Canadian consumers. 


e The food regulatory environment in Canada is highly complex and evolving, and must 
be carefully assessed by exporters as part of their market entry strategy. 
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Market Dynamics. 


The Canadian food retailing sector worth an estimated $84 billion, accounts for over 20% 
of total retail sales in Canada and is expected to grow 4.6% (CAGR) between 2010 and 
2014, to over $100 billion by the end 2014. 


The Canadian food retail industry is comprised of over 21,200 food stores divided into 
chains, comprised of large conventional supermarket and convenience store formats, and 
independents, which are either franchised or unaffiliated. Total chain and independent food 
sales have maintained a consistent market share of 60% and 40% respectively over the last 
10 years. 


Canadian Total Food Store Sales 2000-2010. 


2000 56,592,300 3.80% 32,363,765 57.20% 24,228,535 42.80% 
2001 58,858,400 4.00% 34,051,112 57.80% 24,807,288 42.20% 
2002 62,049,700 5.40% 37,712,891 60.70% 24,336,809 39.30% 
2003 65,592,200 5.70% 39,695,744 60.50% 25,896,456 39.50% 
2004 68,260,900 4.10% 41,425,461 60.70% 26,835,439 39.30% 
2005 72,163,800 5.70% 43,815,400 60.70% 28,348,400 39.30% 
2006 73,596,570 2.00% 44,184,069 60.00% 29,412,501 40.00% 
2007 76,310,523 3.70% 45,642,613 59.80% 30,667,911 40.20% 
2008 79,277,293 3.90% 47,829,010 60.30% 31,448,283 39.70% 
2009E 81,493,241 2.80% 48,862,353 60.00% 32,630,888 40.00% 
2010F 83,856,545 2.90% 50,481,640 60.20% 33,374,905 39.80% 


Source: Statistics Canada, Canadian Grocer 


The rapid growth witnessed in early 2000 growth has slowed to an estimated 2.9% in 

2010, due to increasing competition, aggressive pricing, and continuing reliance on special 
promotions and discount programs to keep the consumers spending as economy crawls out 
of the recession. The two most populous provinces — Ontario and Quebec account for more 
than half of Canadian retail food sales, and operate approximately 60% of the nation’s stores. 
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Retail: Total Sales and Market Share by Region. 
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*does not include sales through department stores, specialty stores 


Total Food Stores 2009. 


Atlantic Provinces Ss 2,167 
Quebec i 164 
Manitoba J 1,071 
| 


Saskatchewan 


Alberta 2,268 


British Columbia, Yukon, 
N.W.T. & Nunavut eae 2,144 


8) Number of Food Stores 


Source: Canadian Grocer 2011 


OSEC +) 


Business Network Switzerland 


Canada is the second largest country in the world, with 6 time zones, 10 provinces, and 

3 territories, and has a population of over 34 million dispersed over a large (9,093,507 sq. 
km) geographic area. Most of the population tends to live in the more southern, urban 
part of the country, and 17 of the 20 largest Canadian cities are located within a 90-minute 
commute to the US border. Approximately two-thirds of the Canadian population lives 

in the provinces of Ontario (13.2 million or 39%) and Quebec (7.9 million or 23%). Not 
surprisingly, these two provinces, together with natural resource rich Alberta account for 
75% of Canada’s GDP. 


Expenditure-based GDP contribution, by province, 2009. 
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Immigrants to Canada tend to settle in larger urban areas, such as Montreal, Toronto and 
Vancouver. The population which is growing at 1.2% per year is driven by immigrants who 
generally settle in the metropolitan areas. Further, the total visible minority population is 
over 5 million. After having experienced an astounding growth rate of 38% since 2001, 
in 2006 South Asians surpassed the Chinese as the largest visible minority, at 1.3 million 
representing close to 25% of all visible minorities living in Canada today. Notably, the 
Canadian population is aging, with baby boomers expected to pull the median age from 
current 40 to 44, over the next 20 years. 
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40.0% + 45 
35.0% + _ ae wi 
30.0% + a 748 
— -- 42 
25.0% -- - 
a— At 
20.0% -- — 
a —— -- 40 
15.0% ~- —_— —n + 39 
10.0% -- _. 38 
5.0% ~~ + 37 ME Median age of total 
| | | { | | | | { population 
0.0% i i i i i i i i i 36 —@— % of total 
2006 2007 2008 2009 2010 2011 2016 2021 2026 2031 


Source: Statistics Canada 
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Median after-tax income for Canadian families of two or more persons was $63,900 in 2008, 
unchanged from 2007 and the first year since 2003 without a notable increase. The province 
of Alberta had the highest median income of $77,200. Just over 3 million Canadians, or 9.4% 
of population, live below low income cut-off, which was also unchanged from the prior year. 


Since the 1980’s, Canadian consumer food preferences have evolved to include more fresh 
fruits, yogurts, cheeses, creams, red meats, exotic juices, low-fat milk, wine, and spirits, and 
less cereal, sugar, oils, fats, and eggs. Consumption of dairy products in particular yogurt 
has increased a staggering 370% the last 20 years but ice cream has decreased 60% as 
consumers have switched to healthier alternatives such as frozen yogurt and smoothies. 


Annual Food Consumption (kilograms per person) 1981-2009. 
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Source: Statistics Canada 


Annual Beverage and Dairy Consumption (liters per person) 1981-2009. 
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Source: Statistics Canada 
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To identify emerging growth opportunities, however, it is more prudent to review 
consumption trends in the near term. From 2005 to 2009, categories that registered 
most drastic increases were: wine, yogurt, and tea. On the other end of the spectrum, 
consumption of ice cream, soft drinks, fish, and juices, oils and fats experienced a 
decline . On same per capita basis, the intake of vegetables, poultry, sugars and syrups 
has remained relatively flat, while coffee, fresh fruit and nuts registered moderate gains. 
Canadian calorie consumption, of approximately 3,645 per day, is in line with OECD 
averages, lagging far behind the US and some European countries. It is important to keep 
in mind that this data set is taking into account consumption patterns only, and does not 
necessarily reflect profitability and general market attractiveness. 


Changes in Consumption per capita 2005 - 2009. 
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Source: Statistics Canada 


Neilsen has compiled a report on growth of categories across all channels which provides 
more granularity of the sub-category performance of a variety of products (See page 10). 


From 2000-2007 consumers allocated 9.1% of total personal expenditures towards food, one 
of the lowest percentages of overall household expenditures in the world. Through the recent 
recession, this number has dropped to 8.1%, but is expected to recover to 9.20% in 2010, in 
line with previous years. Also, total personal expenditures on consumer goods and services 
declined 0.3% in 2009 following the economic slowdown that began in the fall of 2008 

as consumers postponed discretionary spending. The recession has changed consumer 
spending behavior as more consumers dine out less and eat at home more. A recent survey 
by Fresh Intelligence found that consumers intend to spend more on food at home and less 
on eating out. 
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Physical Growth: Food Categories. 
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Source: Nielsen MarketTrack All Channels, 52 Weeks ending December 19, 2009 
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Infant & Toddler Snacks 
Baby Seats & Accessories 
Cotton Swabs 
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Consumer Spending by Category. 
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Source: Canadian Grocer, Fresh Intelligence Corp, Macquarie Research (2010) 


In 2009, food was the third largest household expenditure after shelter and transportation. 
The fraction of disposable income spent on food may also vary on household type, with 
lone parent females and home owners at opposite ends of the spectrum. 


Food Expenditures by Households (% of total). 


Home owners a 9.6 % 
Couples with children I 9.8% 
Population centres households I 10.1% 
One person a 10.7% 
Rural households a 11.4% 
Senior couples, both 65+ [a 12.7% 
Renters a 12.8% 
Lone parent female [a 13.1% 


Source: Statistics Canada 


In a recent survey by Nielsen, consumers reported a better outlook for their job prospects and 
personal finances compared to the global average, ranking Canada as the 10th most confident 
market. However, given the relatively high level of unemployment, the slowing of disposable 
income growth rates, and an increased household debt, it should not be surprising that more 
consumers are focused on value, shopping more at discount retailers and buying more on 
promotion. Household attributes towards spending vary by household size, age and income, 
with larger families and independents with sole responsibilities being the most price-sensitive. 
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Household Attributes towards Spending. 
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Source: Nielsen Homescan, All Channels, 52 Weeks ending December 19, 2009 


According to Mintel, 73% of Canadian consumers shop at least once per week and Statistics 
Canada reports that food purchases directly from retail stores comprise 77% of all food 
expenditures in Canada. Shopping patterns reveal that joint trips are rare, with male and 
female shopping without partner almost equally split at 39% and 44%, respectively, while 
16% of the time couples shop together. A recent study by the NPD Group reported that meal 
consumption by the average consumer originating from the household has hovered around 
1,050 meals per year for the last decade. It is interesting to note that the average Canadian is 
consuming more snacks at home during lunch and dinner which has resulted in an increase in 
the average number of skipped meals in the afternoon and evening. 


Grocery store visit patterns. 


Male w/o | Female w/o | Joint trip Male w/o | Female w/o | Joint trip Male w/o | Female w/o | Joint trip Male w/o | Female w/o | Joint trip 


partner partner partner partner partner partner partner partner 


Source: Environics World of Shopper 


The Canadian Food Sector 4112 
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Canadian Food Retail. 


Chains and Independents in Canada 2009 (total stores and sales). 


Chains Independents Total Stores 
Super Convenience Total Voluntary Unaffiliated Total 
Markets Chain Groups Independents 
Atlantic Canada 
No. of stores 270 696 1,392 198 1,003 1,201 2,167 
Dollar sales 5,224,017 1,336,760 233,639 7,570,399 6,794,417 
% of total 76.9% 19.7% 3.4% 23.1% 
Quebec 
No. of stores 425 1,490 2,980 2,144 2,105 4,249 6,164 
Dollar sales 7,382,813 12,019,041 985,384 13,004,425 20,387,238 
% of total 36% 59% 5% 64% 
Ontario 
No. of stores 849 2,443 4,886 696 2,339 3,059 6,387 
Dollar sales 15,513,511 8,945,176 1,455,990 10,401,166 25,914,677 
% of total 59.9% 34.5% 56.0% 40.1% 
Manitoba and Saskatchewan 
No. of stores 164 585 1,170 768 598 1,366 2,115 
Dollar sales 4,222,448 1,656,531 132,342 1,788,873 6,011,321 
% of total 70.2% 27.6% 22.0% 29.8% 
Alberta 
No. of stores 274 1,096 2,192 313 585 898 2,268 
Dollar sales 8,397 2,305,087 358,056 2,663,143 11,061,002 
% of total 75.9% 20.9% 32.0% 24.1% 
British Columbia 
No. of stores 348 889 1,778 186 718 904 2,141 
Dollar sales 8,121,710 2,819,080 383,802 3,202,882 11,324,592 
% of total 72.0% 24.9% 34.0% 28.3% 
CANADA 
No. of stores 2,330 7,199 14,398 4,305 7,408 11,713 21,242 
Dollar sales 48,862,354 29,081,675 3,549,213 3,263,088 81,493,242 
% of total 60.0% 35.7% 43.0% 40.0% 


Source: Canadian Grocer 
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There is a growing market for food products in Canada, with retail sales expected to 
continue their growth, at an estimated CAGR of 4.6% between now and 2014. Ontario 
and Quebec, which account for the major share of the country’s economy and 60% of 
the population, have seen the highest level of retail development. The chain stores hold 
a market share above 70% in all provinces with the exception of Ontario and Quebec. In 
Ontario, chain store market share is in line with national average but in Quebec only 36% 
of the market share is held by chains. The difference can be attributed to Quebec’s labor 
regulations and the strong union presence, which have delayed the growth and entry of 
Walmart and large Canadian grocers. 


Until recently, the Canadian grocery retail had been dominated by a few domestic players 
operating in a traditional supermarket store formats. But the growing market for food 
products in Canada has attracted new entrants and encouraged non-traditional food 
retailing. As a result, hybrid store formats have emerged offering a broader selection 

of non-food items. Other retailers such as department stores, drugstores, convenience 
stores, gas stations and even dollar stores are increasingly displaying food items on 

their shelves. While supermarkets comprise the largest perecentage of retail food sales, 
general merchandisers (i.e. Walmart), club warehouses stores (i.e. Costco), drugstores (i.e. 
Shoppers Drugmart) and others are quickly following suit with growing food sales. There 
are a number of store formats in Canada, some of which are equally popular between both 
chain and independent grocers. 


Food Retail Store Formats. 


Supermarket Full line grocery store with annual sales over $2 million. 


Superstore Supermarket over 30,00 sq ft offering non food items. Includes specialty 
departments and other service centers. 


Conventional store A supermarket less than 30,000 sq ft. 

Grocery store Retail store less than 5,000 sq ft selling perishable and non perishable items. 
Specialty stores Stores specializing in a specific food category. 

Super Center A supermarket >30,000 sq ft that sells an expanded selection of non food items. 
Mass Merchandiser A retail store that traditional has sold only general merchandise but now also 


sells food products. 


Wholesale Club Retail/wholesale store approximately 150,000 sq ft that requires a paid 
membership. Merchandise and groceries are sold in bulk. 


Drug store Stores that sell prescription based medicines as well as general merchandise, 
consumables and seasonal items. 


Convenience / Gas store _ Retail store less than 2,400 sq ft that sells a limited variety of high convenience- 
items. 


Hypermarket Combined supermarket and discount store greater than 200,000 sq ft. 


Source: Canadian Grocer 


OSEC +) 


Business Network Switzerland 


Big box stores i.e. hypermarket, supermarket, and discount stores, make up the largest 
segment of the food retail industry accounting for 68% of sales, followed by convenience 
and gas channel which make up 24%. Further, consumer spending has decreased within 
warehouse clubs and drug stores as consumers are flocking to the mass merchandiser 
outlets to purchase a variety of products in a single visit. 


Canadian Food Retail Market Share 2009. 
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Source: Datamonitor 2009 


Supermarkets. 

Traditionally, greater than 65 percent of the floor area in supermarkets is devoted to 
groceries and consumables. In order to stay competitive, Canadian supermarkets have 
focused on innovative retail strategies to grow market share including: updating store 
formats, increasing shelf space dedicated to the growing ethnic consumer segment and 
refocusing marketing efforts on private label brands and consumer loyalty programs. The 
private label lineup is seen by grocers as a way to maintain customer loyalty and drive foot 
traffic, while offering grocers better margins estimated at 10 percent higher when compared 
to national brands. Retailers have responded to consumer demand for healthy choice 
convenience items as well as improved product freshness through their product offerings. 


Mass Merchandisers and Warehouse Club Stores. 

Mass merchandisers and warehouse clubs are able to keep their prices lower than 
traditional retailers due to the no frills format of the stores and through purchases of larger 
orders directly from manufacturers. In addition, customers may be required, as is the case 
with Costco to pay annual membership fees in order to shop. 


Convenience Stores. 

In arecent study, the Canadian Convenience Store Association reports more than 

10.4 million visits are made each day to Canada’s roughly 23,000 convenience stores. 
Consumers are usually highly loyal to their convenience store because of its proximity 

to home and work, long hours of operation and prompt service. The industry is seeing 
consolidation, as many independent retailers are joining banner groups or buying groups. 
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Specialty Food Stores. 

There are currently over 8,200 specialty food stores in Canada. These smaller luxury shops 
offer a wide variety of organic and imported food products and are more reliant than larger 
retailers on long term supplier contracts due their niche market status. Strong competition 
amongst the organic food retailers is seen in areas with a higher proportion of educated and 
more discriminating shoppers. 


Consumers in British Columbia prefer to shop at organic and independent food stores in 
contrast to residents in eastern Canada, namely Ontario who prefer discount grocers. 


Regional Grocery Trends by Shopping by Channel. 
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Source: Fresh Intelligence, 2009 Annual Grocer Survey 


The Canadian retail market space is highly consolidated, with the top five food retailers 
accounting for approximately 80% of sales, giving the industry substantial bargaining power 
over their suppliers. The largest food retailers are Loblaw Companies, Sobeys and Metro 
chains. The large US retailers Walmart and Costco have been quite successful at penetrating 
the Canadian market and growing their market share over the past two decades. 
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Top Canadian Food Retailers 2010 ($ millions). 


Loblaw Cos. Ltd 
Sobeys Inc. | $15,723 
Metro Inc. $11,408 


Costco Canada Inc $6,770 
Canada Safeway i 
Walmart Canada Corp. O—=) $4,960 
Co-op's ; $3,350 
Overwaitea Food Group —_e $2,915 


Alimentation Couche-Tard = $1,100 
Shopper Drug Mart ] $770 
Northwest Company $670 
H.Y. Louie Co. $575 


Source: CIBC World Markets, Estimated 2010 Food Sales 


The largest Canadian food retailers are also the predominant national distributors, which 
gives them additional negotiating power when dealing with food suppliers. Price and 
convenience are the two primary factors driving shoppers to choose where to shop for 
food staples. Store proximity and consistency of the chain stores layout are some of the 
convenience factors that may play a role in repeat visits. Shoppers’ switching costs, 
however, remain relatively low, and so competition is fierce. Larger retailers, who benefit 
from economies of scale, tend to maintain aggressive pricing schemes. Some have 
adapted, quite successfully, private label offerings across a variety of categories, and/ 
or incentive schemes for frequent shoppers, in order to drive customer loyalty. Smaller 
specialized retailers such as organic or gourmet food stores, do not face the same pricing 
pressures, due to differentiation in their niche segments. 


Loblaw Companies. 

Loblaw is a subsidiary of food and drink conglomerate George Weston, who also owns a 
number of dairy and bakery operations in Canada and the US. The company is the largest 
food distributor and retailer in Canada, and as such, enjoys substantial economies of scale 
and supplier bargaining power which gives it a sustainable competitive advantage over 

its competitors. This advantage is reinforced by Loblaw’s strong private label brands — 
President’s Choice, and No Name, which according to AC Nielsen, hold the top two spots in 
Canada among consumer packaged goods brands, by sales (2009). Loblaw has over 5000 
private label products under the banners of Presidents Choice and No Name. In addition to 
food products, Loblaw offers general merchandise, drugstore, and financial services, and 
has become a one-stop shop for all of the household needs of its customers. The company 
operates under 22 different banners, including Loblaw, Maxi, No Frills, Zehrs and Fortinos, 
and has over 1,000 owned and franchised stores. It recently acquired Asian foods focused 
chain, T&T, to capitalize on the rapidly growing ethnic foods market. 


The company has also been investing in major upgrades to its supply chain and inventory 
management systems, as well as its store layouts. Loblaw has four store formats - 
Discount, Conventional, Superstore and Wholesale. To defend against Walmart’s aggressive 
expansion strategy, Loblaw has focused on increasing the numbers of its superstores and 
expanding general merchandise offerings. 


$31,603 
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Sobeys. 

Sobeys (subsidiary of Empire Corporation) has more than 1,300 stores, and sells its 
products under the retail banners Sobeys, IGA, Foodland, FreshCo, Price Chopper and 
Thrifty Foods; it is also operates Lawtons Drug stores in Atlantic Canada. Company store 
formats range from superstore and convenience formats, and it also carries a private label 
line called Compliments. Sobeys strategy has been focused on delivering fresh high-quality 
foods in the “right sized” stores tailored to each individual market. In January 2011, the 
company announced plans to invest in a new 470,000 square foot distribution center in 
Quebec to improve its service levels and lower its operating costs. 


Metro. 

Founded in 1947, the company operates over 600 supermarkets and 250 drugstores in the 
provinces of Ontario and Quebec. With its roots in Quebec, the company’s retail footprint 
and market share have been significantly expanded following the 2005 acquisition of A&P’s 
stores. Metro is also a food wholesaler to customers in hospitals, hotels, nursing homes, 
restaurants, and schools. The company’s banners include Metro, Metro Plus, A&P, Super 
C, and its discount format - Food Basics, in over 100 locations. Metro has well-established 
distribution networks, with dedicated warehouses for produce, fresh and frozen products, 
and dry grocery. 


Costco Canada. 

Costco Wholesale is a US-based company which entered the Canadian market in 1986, 
and has since grown to be the largest warehouse club operator in Canada. It has 75 
membership warehouse clubs in nine provinces, far outnumbering its main rival Sam’s 
Club. The company buys its food and merchandise directly from manufacturers and 
routes it to a cross-docking consolidation center or directly to its warehouses. Costco’s 
big-box discount warehouses carry over 4,000 products, which in addition to food items 
also include appliances, furniture, office products, and many others. 


Wal-Mart Canada. 

Having entered the Canadian market in 1994 with the acquisition of 122 stores from 
Woolco, Walmart quickly gained market share to grow to a $ 5 billion business. In January 
2011, Walmart announced plans to invest $500 million in Canada to open 40 supercenter- 
format stores, mostly through expansions and remodeling of existing stores. By the end 
of 2012, Walmart is expected to have 333 stores, including 164 super-centers. Its valued- 
added services include in-store vision centers as well as tire and auto centers. 


The food processing industry is both diverse and complex and is under constant pressure 
from both the domestic and international market places to improve efficiency and reduce 
costs. Recent consolidations in the retail and food service sectors in Canada have led to 
fewer buyers requiring larger volumes at reduced margins. Food processing is Canada’s 
second largest manufacturing sector, employing just over 290,000 people, and is primarily 
oriented toward serving domestic market, which amounts to about 75% of the output. 
There are four major domestic manufacturers in Canada: Maple Leaf Foods, McCain Foods, 
George Weston and Saputo. 
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Top 4 Food Processors in Canada by Sales. 


Maple Leaf Foods Fresh and processed meats and poultry, baked goods, and fresh pasta and sauces. $5.2 

McCain Foods Largest French fry maker in the world, and is also specialized in frozen vegetables, frozen pizza, $6.5 
juices, and desserts 

George Weston Engaged in food processing, distribution, and retail (Canada’s largest retailer Loblaw is their $31.8 
subsidiary). In Canada, the company is primarily focused on fresh and frozen baking and dairy, and 
it also has biscuit manufacturing business in the United States. 

Saputo Saputo Inc. has grown to become the 12th largest dairy processor in the world, the largest in $5.8 
Canada, the 3rd largest in Argentina, among the top 3 cheese producers in the United States and 
the largest snack-cake manufacturer in Canada 


Source: Agriculture Canada 


The largest global food companies are also present in Canada, with Kraft leading the 
Canadian snack foods and coffee, Nestle specializing in baby food, chocolate confectionery 
and beverages, and Unilever leading in dressings, sauces, soups and teas. 


The Canadian food industry has been responding to the ever-increasing health and wellness 
concerns of Canadian consumers, by removing hydrogenated oils and high fructose corn 
syrups from their products, reducing salt content, and introducing more products with 
functional food benefits. 


Over the past few years, food manufacturers have came under significant pressure from 
cost inputs, as commodity prices rose substantially. To offset these pressures, the industry 
responded by raising prices, improved conversion and supply chain efficiencies, and 
invested in quality and differentiation to shield itself against private label advance. Overall, 
the Canadian food industry has been moderately successful at holding its margins steady 
throughout the recession. 


Food Manufacturers: Gross Margins. 
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Source: Deloitte 2010 
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The top 3 food retailers in Canada have been leading the charge buying up smaller retailers 
and distributors. As consolidation continues, strategic acquisitions will increase in smaller 
niche markets. 


Grocery M&A. 

Buyer Target Year Value ($millions) 

Loblaw T&T Supermarket 2009 225 
Provigo 1998 1,560 
Agora Foods/Oshawa Foods Atlantic Canada 1998 81 
Dominion Stores 1992 N/A 
Steinberg Stores 1992 N/A 

Empire Thrifty Foods 2007 260 
Achille de la Chevrotiere 2006 79.20 
Commisso's Food Markets 2004 61 
Oshawa Group 1998 1,500 

Metro Les Supermarches GP 2009 N/A 
A&P Canada 2005 1,700 
Affiliated stores 2004 16.40 
Alexandre Gaudet 2003 6.70 
Grossiste Sue Shang 2002 16.70 
Loeb Supermarkets 1999 125 
J.L Duval 1996 N/A 
Steinberg 1992 100 


Source: Macquarie Research, August 2010 
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Trends in the Retail Food Industry. 


The Canadian consumer has emerged from economic recession more price-sensitive, less 
loyal, and therefore more likely to switch brands and supermarkets in order to save more. 
Mounting interest in the areas of health and wellness directly impact consumer purchase 
behavior and decision making. 


The driving forces that are shaping the consumer include: 

° Increasing demand for healthier food choices, with value-added health benefits 
e — Shift away from processed foods and toward fresh, natural and organic foods 
e Increasing demand in the premium and gourmet segment 

e Increasing demand for ethnic foods 

e Trend toward smaller packages, individual portions sizes 

e Increasing demand for ready-made and convenient meals. 


Aging population. 

The Canadian population is aging, with individuals over 55 now constituting 24.5% of the total 
population; a number that is projected to climb to over 35.5% by 2031, as baby boomers age 
and life expectancy is increased due to improvement in healthcare standards. According to 
Statistics Canada, there will be 650,000 more adults aged 55-69 living in Canada next year. 

A more affluent subset, this consumer segment spends disproportionately more on premium 
and gourmet products and demands healthier food choices. 


Smaller household size. 

Another implication of the aging population is shrinking household size, which is also 
reinforced by the trend among younger Canadians toward starting families later in life. As a 
result of these factors, the Canadian household size has decreased from 3.7 in 1971 to 3.2 
persons in 2006, a trend that is projected to continue. Canadian Census data shows that 1 
to 2 member households have increased from 57% of total Canadian household in 2001 to 
62% in 2009. The obvious implication of smaller household size is the trend toward smaller 
retail portions, conveniently packaged food formats and individual portion sizes. 


Health. 

Consumers are using online blogs, social media, popular media, and food companies’ 
increasing disclosure of information on their products to educate themselves on the nutrition 
and composition of the foods they eat. The link between the consumption of calories-dense, 
nutritionally-poor foods and health problems is a common knowledge, as is the link between 
obesity and chronic diseases such as diabetes and cardiovascular disease. Canadian 
consumer preferences are continuing to shift accordingly, moving away from highly processed 
foods containing high levels of sugar, saturated fat and salt, toward more natural food choices 
with simplified ingredient compositions that can be easily understood. 
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Tracking Nutrition Trends Survey 2008. 


Factors that Distinguish Healthy food amongst Canadians: 


° Nutrient content 
° Freshness or fresh format 
° Eating a healthy balance or variety of foods 


Most influential drivers of food choice are: 


° Low trans fat content (80%) 

° Made with whole grains (78%) 

° Low in sugar content (72%) 

. Low in salt or sodium content (71%) 


Food choices are influenced by the following characteristics: 


° The presence of omega-3 fatty acids is influential for 58% 
° The country of origin is influential for half of Canadians. 
° Whether a food is organically grown is influential for 41% 


Food Safety Concerns: 


e Food handling, preparation or storage (32%). 
° Food additives (24%) 

e Food composition in general (22%) 

° Pesticides (17%) 


Knowledge and Understanding of Nutrition: 


e Canadians involved in meal planning or changing their eating habits rate their nutrition knowledge 
higher than those who are not. 

e Residents of Atlantic Canada and of Ontario rate their knowledge higher than other Canadians 

° Women rate their knowledge higher than men 

e Seniors (65+ years) and youth (<25 years) are least knowledgeable 

e Most knowledgeable about the role of fat, fibre and cholesterol in food 

° Least knowledgeable about types of fat, including trans fatty acids 


Sources of Information about Food and Nutrition: 


° Food product labels (68%) 

° Internet (51%) 

° Magazines, newspapers and books (46%) 

° Dietitians are the most credible source of information (82%) 

e Health professionals (81%) (health association or physician or other health professional) 
. Government (56%), 

° Food companies (26%) 

° Friends or relatives (31%) 


Eating Habits and Health: 


e Health (25%) and eating habits (26%) to be poor or fair. 
) Less than two thirds of Canadians eat breakfast (58%) or lunch (62%) daily. 
e Less than half of Canadians eat home-prepared meals daily (88% to 52%, depending on the meal). 


Source: CCFN 2008 
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Ethnic foods. 

Canadian society is one of the most culturally and ethnically diverse in the world, with a strong 
European, Asian and Southeast Asian roots. According to Statistics Canada, immigration 
accounts for 60% of Canadian population growth, and 16% of Canadians are visible minorities, 
a number which is expected to grow to 25% in ten years. Canadian society is highly integrated, 
and food trends in Canada are influenced by exposure of the population to various foods 

and methods of preparation, with exchange of cultures and adoption of world cuisines as a 
mainstream trend. As a result, Canadian consumers are generally quite sophisticated in their 
appreciation for cuisines of the world, and Canadian shoppers are presently demanding greater 
availability of ethnic foods, both at grocery stores and restaurants. 


Value. 

The Canadian consumer has been hit hard by the recent recession, although the food industry 
overall remained relatively unscathed. Lower priced private label / no name items have 
gained market share with 38% of consumers reporting that they are more likely to buy more 
of these products, according to the research conducted by Canadian Grocer in 2010. At the 
same time, discount retailers are reported to have gained share across all store departments. 
Although economic conditions are improving, consumers will likely remain cautious, as 
unemployment rate is still relatively high at close to 8%, and as job security remains a 
concern for many Canadians. It is also expected that some of the recession-stimulated 
behaviors will persist in the long-term, namely choosing lower-prices private label over 
branded products, and increased usage of discount coupons. 


Sustainability. 

Consumers actively seek out sustainability food claims on food products across the entire 
supply chain, from farm to kitchen table. With sustainability issues in the mainstream, more 
people aspire to be good stewards of the environment and do what they can individually 
to lessen the environmental impact in their daily lives. As a consequence, consumers 

are paying more attention to the amount packaging being used in food products, and 

the environmental footprint of the ingredients and processes utilized to bring a particular 
product to the grocery shelf. 


Convenience. 

Convenience is an important factor influencing consumer food choices that has altered 
the nature of products being offered in grocery stores and the time spent preparing meals 
at home. Food retailers are responding to this demand by offering more in-store delis and 
ready to eat prepared foods such as salad, chicken, sushi, while food manufacturers have 
introduced an increasing selection of frozen and prepared meals for consumers seeking a 
quick meal from the grocery store. 
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Convenience Trends for Canadians Consumers. 


° Many time-scarce consumers feel 
overwhelmed by their lifestyle obligations 

° Time-pressured consumers express strong 
preferences for quick, efficiency-driven 


products that allow them to feel more control 


of their time. 


Many consumers are proactively looking to 
reduce meal preparation times, and are opting 
for fully and partly-prepared meal solutions 
Propensity to eat out, buy take-out and home- 
meal replacements has changed following the 
economic downturn. 


° Skipping core meals has become a feature of 


flexible and informal eating patterns. 


e Food consumption is increasingly fitted around 


people‘s needs and lifestyles. 
e Eating and drinking healthy on-the-go 
is an important need for consumers and 


Despite being attracted to new experiences, 
consumers often engage in auto-pilot 
purchasing which leads to more habitual 
buying. 

More consumers are embracing the internet for 
the purpose of convenient shopping 


represents the merging of the health trend with 
convenience. 

° Time poor and/or health-conscious consumers 
are often opting for lighter meals. 

° Consumers are increasingly eating between 
core mealtimes. 


Source: Datamonitor 2009 


Food claims. 


Additional insight into Canadian food trends can be gained by examining the claims that 
Canadian food producers tend to put on their labels for new products on the market. This is 
a good way to harness the collective intelligence of the Canadian food industry with regards 
to food marketers’ opinion on what makes their products more appealing to the consumer. 
From 2005 to 2009, the newly-emerged claims were Kosher, No Additives/Preservatives, and 
No Allergens. In absolute terms, Reduced Fat and Trans Fat, Organic and Natural claims are 
also quite prominent. Interestingly, by far the largest year-over-year 2009 gain in claims was 
Ethical/Environmentally-Friendly packaging claim, with a 3-fold increase, reflecting emerging 
consumer sensitivity to and awareness of environmental issues and sustainability. 


ye Canadian Food S 
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Claims on Canadian Product Launches. 


129) 795 


Kosher 1107 902 912 
No additives/preservatives 193 481 781 610 553 
Low/No/Reduced Trans Fat 220 455 598 530 428 
Organic 216 487 640 491 352 
Low/No/Reduced Fat 358 526 530 385 332 
Microwaveable 202 362 433 324 350 
All Natural 154 306 428 338 279 
Low/No/Reduced Sugar 237 314 345 246 263 
Low/No/Reduced Allergen 89 175 302 275 262 
Children (5-12) 210 260 264 143 136 
Low/No/Reduced Cholesterol 97 218 263 180 163 
Environmentally-friendly packaging 0 6 38 190 578 
Premium 39 134 219 168 222 
Gluten-Free 76 147 239 194 161 


Vitamin/Mineral Fortified 176 


203 206 114 125 


Source: Mintel 2010 
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Organic, Natural & Functional Foods. 


In Canada, the organic food category is defined as products that have been certified 
according to the Canadian requirements for organic products to contain greater than or 
equal to 95% organic content. The global organic market is booming, and is expected to 
reach USD $67 billion by 2012, with CAGR of 8.7%. Fruit and vegetables comprises the 
largest segment of organics at 35%, followed by dairy at 18% and prepared foods at 17%. 


Organic Foods Market (USD $ billion) 2007. 
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Source: Datamonitor, 2008 


Global Organic Foods: Market Segmentation, by value, 2007. 


| Prepared Foods & Others 
|_| Beverages 
Bread and Grains 
| Meat, Fish, Poultry 
© Fruits and Vegetables 
|_| Dairy 


Source: Datamonitor, 2008 
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According to the Agriculture and Agri-Food Canada, the country’s organic market retail 
sales reached $2 billion in 2008, which represents approximately 2.5% of total retail sales, 
with about 45% now moving through mainstream retail channels. 


Organic Foods sales by channel. 


© Conventional retail 
©) Direct to consumer 


™ Specialty outlets 


Source: Agriculture Canada, 2008 


The organic food sector growth in Canada is significantly outpacing the global growth 
rates, with the industry recording a 66% growth from 2006, when sales were only $1.2 
billion. Consumers in British Columbia visit organic food stores and independent local 
merchants more than any other channel; Agri-Food Canada estimates approximately 60% 
of consumers in Western Canada purchase organics foods. As a result, British Columbia’s 
organic sector has experienced double digit annual growth in production and retail sales 
over the past decade. Fresh vegetables account for 25% of all supermarket organic food 
sales in Canada. In a recent study conducted by ACNielsen (conventional retail channel), 
6.8% of all scanned products were classified as “organic”. Among scannable products, 
prepared foods, refrigerated foods and beverages, and dairy products account for almost 
60% of organic products by dollar value. 


Organic sales by category (scanned products, conventional retail). 


im Prepared Foods 
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Condiments, dressings, spreads, 
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Source: Agriculture Canada, 2008 
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Grocery categories with at least 15 organic brands include: tea, coffee, chocolate, pasta, 
and ready-to-eat cereals. 


As of 2008, there were more than 1,200 certified organic processors and handlers located in 
Canada. However, organic sector consumption is outpacing local production capacity, with 
the country importing more than 75% of its organic food with US being the primary source. 
United Natural Foods and Whole Foods Market are dominant players in the Canadian organic 
segment. Please refer to the Regulatory section for information on organic certification. 


Agriculture Canada defines natural foods as those products which were not significantly 
altered from their original physical, chemical, or biological state. They may not contain any 
additives, such as vitamins, minerals, of flavorings, and they may not have any constituent 
or fraction removed, except for the removal of water (i.e. decaffeinated coffee is not natural). 
Unlike the “organic” products, “natural” certification does not exist in Canada. There is 
evidence of consumer confusion of the two terms, and “natural” claim on the package often 
conveys same perception of wholesomeness and quality as certified “organic” label. As 

a result the food industry often uses “natural” qualifiers on labeling whenever possible, to 
enhance the perception of greater worth compared to conventional foods. At present there 
is no specific regulation for parameters governing “natural” foods. 


Health Canada defines functional food as food products that are “similar in appearance 

to, or may be, a conventional food that is consumed as part of a usual diet, and is 
demonstrated to have physiological benefits and/or reduce the risk of chronic disease 
beyond basic nutritional functions, i.e. they contain bioactive compound”. Flax seeds, 
omega-3 fatty acids, antioxidants, minerals, and plant sterols are examples of components 
that are perceived by consumer to carry health benefits. There is no clear consensus on 
the definition of functional foods category, and depending on the source, global market 

for functional foods ranges from US $7 billion to US $167 billion. It is however clear that 
given the changing consumer attitudes toward food, the functional food market is growing 
steadily. There is currently no certification program for functional foods in Canada, however 
Health Canada is the regulatory authority for approval of any claims associated with 
functional foods. 
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Regulatory Environment. 


Canadian Food Inspection Agency (CFIA) is the governing body which is responsible for 
the administration and enforcement of the Canadian food laws. This government agency’s 
mandate includes provisions to review and update the country’s laws in light of new 
scientific information, and to protect Canadian consumers from unsafe food supply or 
fraudulent food claims and practices. The enforcement is achieved through compliance 
audits, sampling and testing products entering Canadian market, and verification and 
validation of food product labeling. There are a number of acts related to food regulation in 
Canada. All food sold in Canada is subject to compliance with Food and Drugs Act which 
sets general health and safety requirements. However, many agricultural products such as 
meat, fish, and some plants are also subject to further more specific regulation. 


For a complete list of Canadian food regulations, please visit: http://www.inspection.gc.ca/ 
english/reg/rege.shtml. Given differences in country-to-country food regulation, it is highly 
advised that foods intended for importation into Canada are initially screened against the 
compliance to Canadian regulation as some ingredients or ingredient tolerances which 
may be deemed safe for human consumption in one country, may be considered unsafe in 
another. Of particular interest to Swiss importers is the “Guide to Importing Food Products 
Commercially.” For more information visit: 
http://www.inspection.gc.ca/english/fssa/imp/guide1 e.shtml 


The use of food additives is strictly controlled by the Food and Drugs Act and Regulations. 
The food additive tables in Division 16 of the Food and Drug Regulations prescribe which 
additives may be used in foods sold in Canada, to which foods they may be added, for 
what purposes, and at what levels. For more information visit: : 
http://laws.justice.gc.ca/en/showtdm/cr/C.R.C.-c.870 


There are several types of claims permitted in Canada: general health, function, disease risk 
reduction, therapeutic, probiotic, and heart health claims. All claims must be substantiated 
before they may appear on product labels or in any kind of advertising, and must comply 
with strict wording of claims guidelines. Please refer to the chapter 8 of the CFIA’s Guide to 
Food Labeling and Advertising which provides in-depth information on health claims. 
http://www.inspection.gc.ca/english/fssa/labeti/guide/tab8e.shtml 
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Food fortification in Canada is governed by Food and Drug Regulations. Generally, the 
current regulations permit vitamin and mineral fortification if the purpose of such addition is 
to replace natural nutrients lost during product manufacturing, or to act as a public health 
intervention. Some fortification is prescribed, in order to prevent or correct health problems. 
Examples are the addition of vitamin D to milk is to combat childhood disease rickets, 

or addition to folic acid to flour in order to reduce possibility of birth defects. For more 
information visit: : www.healthcanada.gc.ca/fortification 


As of June 30, 2009, in order to claim “organic” label, the Organic Products Regulations 
require mandatory certification to the revised National Organic Standard. Organic Product 
For more information visit: http://laws-lois.justice.gc.ca/eng/SOR-2009-1 76/index.html 


The CFIA has prepared a Guide to Food Labeling and Advertising, which outlines the 
regulatory requirements for selling packaged foods and beverages in Canada. The CFIA has 
the authority to refuse entry, detain, return, or remove from retail shelves any imported food 
product that does not meet the federal food labeling requirements. For more information 
visit: http://www.inspection.gc.ca/english/fssa/labeti/guide/toce.shtml 
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Market Entry. 


° It is recommended that most new entrants to the Canadian market secure the services 
of a broker and/or local distributor who has representation nation-wide, via warehouses 
and a team of specialized sales representatives who understand the market landscape. 


e Brokers and distributors are considered a one stop shop, providing guidance on best 
business practices, sales contacts, market and merchandising programs, logistics 
support and government regulations information. Many also provide merchandising 
and marketing programs and their volume purchasing power can help reduce retail 
slotting fees. 


e The major Canadian supermarket chains are involved in both wholesaling and retailing 
operations. The wholesale distribution centers supply many of the smaller grocery 
retail chains and the convenience stores. The chain owned warehouse not only supply 
the chain’s own stores but also, franchised stores and independents 


e Specialty food products are procured through independent food retailers, who 
specialize in the niche gourmet market. 
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Appendices. 


Canada and the EFTA countries (Switzerland, Norway, Iceland and Lichtenstein) have 
signed a free trade agreement on July 1, 2009. For non agricultural products this 
agreement means that no custom duties will be applied on goods exported between the 
EFTA countries and Switzerland. 


For more information about the Canada-EFTA free trade agreement and the Agreement on 
Agriculture between Canada and the Swiss Confederation see: www.international.gc.ca/ 
trade-agreements-accords-commerciaux/agr-acc/efta-agr-acc.aspx?lang=en 


Food Processors of Canada - www.foodprocessors.ca 

Standards Council of Canada - www.scc.ca 

Canadian Standards Association - www.csa.ca 

Packaging Association of Canada - www.pac.ca 

Canadian Brewers Association - www.brewers.ca 

Canadian Health Food Association - www.chfa.ca 

Canadian restaurant and food Service Association - www.crfa.ca 
Association of Canadian Distillers (Spirits Canada) - www.canadiandistillers.com 
Canadian Federation of Independent Grocers - www.cfig.ca 
Canadian Produce Marketing Association - www.cpma.ca 

Fruit and Vegetable Dispute Resolution Corporation - www.fvdrc.com 


Food and Consumer Product Manufactures of Canada - www.fcopmc.com 
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Agriculture and Agri-food Canada - www.ats.agr.gc.ca 
Canada Border Services (Customs and Excise) - www.cbsa-asfc.gc.ca 
Canadian Food Inspection Agency - www.inspection.gc.ca 


Consumer Packaging and Labeling Act and Regulations - 
lois.justice.gc.ca/en/C-38/C.R.C.-c.417/ 


Fisheries and Oceans Canada - www.dfo-mpo.gc.ca/ 


Food and Drugs Act and Regulations - laws.justice.gc.ca/en/F-27/ 
www.hc-sc.gc.ca/fn-an/legislation/acts-lois/fda lad/index_e.html 


Department of Foreign Affairs and International Trade (DFAIT) Export and Import Controls 
Bureau - www.dfait-maeci.gc.ca 
www.international.gc.ca/international/index.aspx 


GS1 Canada - www.gsica.org/home.asp 


Health Canada - www.hc-sc.gc.ca 


Canadian Tea and Coffee Show - www.coffee-teashow.ca 
Canadian Health Food Association - www.chfa.ca 

Canadian Restaurant and Foodservices Association - www.crfa.ca 
Food and Wine Expo - www.foodandwineexpo.ca 

Grocery Innovation Canada - www.groceryinnovations.com 


SIAL - http://www.sial-canada.com.com 


Canadian Grocer - www.canadiangrocer.com 

Food in Canada - www.canadianmanufacturing.com/food 
Lalimentation - www.|-alimentation.com 

Foodservice and Hospitality - www.foodservice.ca 


C-Store Canada - www.c-storecanada.com 
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